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Current  discussion  an  the  possibilities  of  a  raduction  in  the 

corporate  income  tax-rate  and  recent   changes  in  the  lav/  pertaining  to 

1 
depreciation   rules     together  with  the  investment   credit  v;hich  was  introduced 

in  the  Revenue  Act  1962  pose  interesting  questions  which  centre  around  the 

general  topic  of  the  effect  of  fiscal  measures  on  business  investment 

decisions.      Ttiis  paper,  however »  cc«fineG  itself  to  the  recently  .u.; -.^  ..^ ^ 

2 

investment  credit.       In  this   connection  a  few  comments  on  the  s  by 

3 
George  Tsrborgh     of  the  investment   credit's  effect  on  the  rate-of-retutn 

are  offered.      Since  the  payback  is   a  widely  used  criterion  of  investment 

choice  a  brief  analysis  of  the  investment  credit's  effect  on  that  measure 

is  also  offered^      Before  proceeding  to  these  topics   a  few  preliniinar'/  remarks  ar; 

made  concerning  the  general  problem  of  analyzing  the  potentiaj.  err  y^ 

fiscal  measures  on  investment  decisicsis. 


A  priori  speculation  on  whether  or  not  changes  in   fiscal  policy 
v;iil  affect  business  investment  decisions  is  not  possible  unless  one  has 


1 
See   Eteprecistioin     GuideHnss^  5n_d  Rules  published  by  U.S.    Treasury   Deparriiian ; 

I.R.S.s  publication  Noo    U56   (9/62)7"   An  excellent  description  and  appraisal 

of  these  new  rules  may  be  found  in  the   American  Econ canic_ jte vie^^g   Papers  and 

Proceedings s  Vol,    LIII,  Hay  1963:     "Tax" Reform:      Deprecfatlon^^^z^oblems ,"  by 

I'orinan  3=    Ture  „   pp.    33ii~353. 

2 

For  the  details  the  I'eader  should  consult  Section  Two  of  the  Reve 
t;-,^  -^^ancipal  provisions  and  the  points  relevant  to  the  discussior;  ;.i^.,_,,w^^ 
;:«  in  Appendix  A  of  this  paper, 

o 

Hew  Investment  Incgitives,  Machinery  and  Allied  Products  Institute  5  y 

George   Tei-borgh.      Vae  formulae  underlying  this  study   ai'-e  cont^in-r-.i    ■•■ 
Econometrics  of  the  New  Investment  Incentives;"   (Mimeograph.-, 
by  Eric  Schiff. 
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soiiie  notion  of  hwj  in  fact  investinent  dscisicais  ere  made;  and  even  this  kind 
of  knoHledge  may  not  be  adequate  unless  the  assumption  is  made  that  the 
process  itself  will  not  be  altered  as  a  result  of  the  fiscal  changes.     In 
fact  J  however t  there  is  very  little  available  which   can  be  regarded  as  a 
reascsfsable  and  general  model  of  investment  behavior.     Many  studies  of 
business  investment  decisions  have  been  made  but  most  of  these  quite  naturally 
tended  to  focus  around  particular  aspects  of  the  decision-making  process 
and  on  particular  kinds  of  problems  associated  with  making  investment 
decisions.      Thus  there  is  evidsnca— but  none  very  systematic  or  repi'ssentative — 
on  the  administrative  aspects  of  capital  budgeting,  on  methods  of  maasui-ement 
used,  CO  the  treatment  of  uncertainty  and  expectaticii^   and  so  on;  tie 

in  the  form  of  a  generalized  model. 

Tlius  when  the  .question  is  asked:      What  will  be  the  effect  on 
investment  decisions  of  a  speci.fied  change — for  example ,  in  the  tax-rate 
on   corporate  income — there  is   little  available  to  provide  a  systematic  anr'"^-'- 
to  this  problem.      Studies  have  indicated  that   in  fact  some  firws  use  pre- 
tax  figures  in  their     computations  of  investment  profitability.^  do  not. 


See  for  e^tample  the  empiriccil  evidence  of  Donald  F.    Istvan,   "The  EcoriOsdc 
Evaluation  of  Capital  Expenditures" 9  Journal  of  Business,  Jan.,  1951 ;,  pp.   tt5-51j 
John  B.   Matthevjs,   "How  tc  Administer  Capx't ainSpiendlng^^  Harvard^Busj^rigss  Rgv~  '■- 
March/April  1959 j,  pp.    87-99,      Also  see   Donald  F.    Istvan's.   Cgpi taj^ Sxpejndrtu, 
De cisions : _  Hov;  they  arejiiada  in  large  Corporations,  Bureau  of  Business  Research, 
Graduate  B'chooi!°^F~Busin'e5s  j  TnHiaHa^SnT^r«T^7^^eport  No.    33,  1951, 

5 
1st van  4   Cgpital-Sxpenditure     Dacisions,  p.    SI. 


t 

In   additJ  ::  studies  stress  the  qualitativa  and  j;  2I  components 

of  investment  decisicsi-raaking.     Hence  even  a  fii^  not  using  post-tax  figures 
in  its  computations  might  raact  quite  strongly  to  income  tas-rate    '  - — 

not  through  a  change  in  the  investment's  bayback  period,  or  rate-of-sreturn » 
or  corresponding  measures  of  investment  worth  but  rather  through  the  changes 
in  the  qualitative  components  of  the  decision  which  do  react  to  the  change 
in  the  tax-rate.      Even  v?hen  fiscal  changes  are  introduced  the  e^Kpost  analysis 
of  their  effect  on  investment  decisions  is  still  very  problematical  and 
difficult  to  generalize. 

These  difficulties  are  well  illustrated  in  the  case  of  t  st- 

7 

rnent   credit,      A  Wall  Street  Journal  survey     of  over  sixty-eight  companies 

found  only  one  which  thought  the  credit  "would  have  a 'significant'   effect 
on  major  expansion  programs".     Thirty-eight  of  the  companies  surveyed 
that  "the  credit  would  at  meet  cause  them  to  take  a  second  look  at   'marginal 
projects  they  had  rejected,  or  start  early  cai  projects  they  would  eventually 
have  begun  anyway".      Twenty  of  the   companies   claimed  "the  credit  v.-ouldn't 
change  their  capital  spending  plans   at  all". 

Additicaial  surveys  by  the  Wall  Street  Journal  made  only  3  few  sionths 
later  indicated  "the  new  law  providing  a  tax  credit   of  up  to  7%  for  p' 


&i4?=5  P'   9**~S6,    See  also  "The  Judgment  Factor  in  Inrastment  Decisions 
Harvard  Business  ^vieWg  Volume  39  (March/April  1961)  pp.    93-99. 


n 


7 

Ihe  three  extracts  from  the  Wall  Street  Jorunal  cited  here  ar-e  from  the  issues 
of  February  8g  November  12  j  aSKr"Rwimt;ar "577^^2  ^   respectively „ 


of  equipment,  have  given  little  stimulus  so  far  to  business  spending  plai-js". 
A  few  days  later j,  however*  the  Wall  Street  Journal  reported  the  views  of 
raachins  tool  producers  who  claimed  that  the  tax-credit  was  an  important 
factor  in  boosting  their  orders. 

Apart  from  the  varied  kinds  of  reaction  reflected  in  these  observations 
the  problera  of  detemdning  the  effect  of  the    investment  credit  is  cosaplicatsd  by  an 
additiorsal  factor,  namely,  that  changes  occurred  in  investment  for  reasons 
other  than  the  availability  of  the  investment  credit.     Disentangling  these 
various  factors  is  not  easy. 

In  brief  then  x-fs  have  the  related  facts:  first  that  general  models 
descriptive  of  actual  decision-making  in  this  important  raanagsrial   function  do 
not  exist  andj  second,  that  actual  investtnient  bdiavior  as  a  reaction  to 
changes  in  tha  parameters  of  investment  decisions  is  difficult  to  gerieralize 
or  even  specify. 


Despite  these  lugubrious  remarks  efforts  must  be  raade  to  analyze 
the  effects  on  capital  expenditure  decisions  of  changes  in »  among  other  things, 
the  relevant  t an  rules.     Earlier  vfe  hinted  at  the  rough    di  chotosTjy  between 
the  quantitative  aspects  of  these  decisions  and  the  judgmental  shading  of 
the  quantitative    analysis.      The  quantitative  component  of  the  decision  usually 
cv.l!??inatsf3  in  the  comtjutation  of  an  index  of  profitability  which  cai-  be 
e>;pr'3f53sa  as  eicaer  a  payback  period,   or  a  rate-of-retum,  or  "  many 


other  criteria     currently  in  use.      In  the  discussion  of  the  ;  the  tax 

credit  which  follows  the  impact   of  the  credit   only  in  so  far  as  it  affects 
the  quaititative  component  of  investment  decisions  is  analyzed.     The  important; 
and  perhaps  dominant,  influences  of  the  credit  made  via  other  aspects  of  the 
investment  decision   are  ignored. 


The  best  study  so  far  of  the  effect  of  the  investment  cradj 

is 
rate- of- return  calcui2rtions  by  George  Teborgh.     The  following  comments 

summarise  his  approach  and  extend  some  of  his  calculations;  consi; 

importance  of  some  of  his  assumptions;  and,  finally,  question  ths  ._  isions 

he  dravfs  from  his  study. 

The  general  problem  is  to  find  the  way  in  v/hich  an  asset's  rate-of- 

returri   (i)   clsanges  as   a  result  of  introducing  the  investment  crsdit,        Tne 

effect  of  the  investment  credit  will  be  to  give  the  investment  opportunity 

a  rate~of- return,   3'.    Tlie  implications  of  the  credit  then  centre  around    a 

comparison  of  i  and  s'.      In  addition  there  is  the  questiai  of  discovering 

which  parameters  of  the  investment  determine  the  extent  of  the  difference 


8 

Rats-of- return  here  means  "internal- rate"0i-r3turn"5  that  is>,  the  re' 
interest  which  equates  the  present-value  of  post-tax  cash  flows  to  tli 
initial  cost. 


-  &  - 


between  i  and  s' . 

"Ihe  problem  treated  by  Terborgh,  of  course,,  v/as  not   at  this    " "■■ 

of  generality.     His  first  step  in  cutting  the  problem  dovm  to  manageable 
proportions  was  to  vjork  from  the  assumption  that  i  is  10%;  that  is,  before^ 
the  credit  is   applied  to  the  investment   it  has  a  rate- of- return  o.t    ■  -"  -  -rax 
cash  flows  of  10%.     Another  siraplifyi-ng  assumption  is  that  the  earnings  of 
the  investment — pre-tax  and  pre-dep3reciation--are  linear  decreasing  with 
time  until  they  reach  a  value  of  zero.      This  period  of  time  defines  the 
life  (n)  of  the  inves'tment.     Finally,  Terborgh  excludes  salvage  value  and 
assumes  that  the  initial  cost  of  the  asset  is  depreciated  by  the  sum-of-thfl- 
years'  digits  iriethod   (SOYD), 

From  these  assumptions  the  pre-tax  and  pre-depreciaticn  earnings 
raay  be  v/ritten  as: 

(1)  R(t)     =     (n  ~  t  -)   l)g  t     =  1,  2,   .    .    .    ,  n. 

where  R(t)  is  the  earnings  at  the  end  of  period  t  and  g  is  siinply  the 
constant  appropriate  to  the  investment  (describing  the  absolute  decline 
per  period  in  earnings).      If  the  tax-rate  is  T  (equal  to  .52)   r  ■) 

depreciation  is  used  then,  if  the  asset  is  to  earn  a  rate-of-rstum   on  Dost- 
tsx  cash  flows  equal  to  i,  the  following  relation  rnust  hold: 


^  t  -HE. 

(2)  C     =     [  >(n  -  t  +  l)h   ]  [1-T)g  +  „(rt-i-l)^ 

■^       t=l 

where  h  =   (l-s-i)    '=      This  summation  can  be  reduced  to  give  the  foil 
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9 
relationshiD: 


^3^  C  1-T     '  ni  -  1  •»-  h  '  n4-l 


If  an  investment  credit  (k)  is  available  to  the  same  asset  than 
ths  net  cost  of  the   asset  is   C(l  -  k)  and  the  dsprsciable  base  is  C(l  -  k), 
/iSsuraing  that  the  other  characteristics  of  the  investment  remain  unchanged 
it  is   obvious  that  the  nsw  rate-of-s-sturn  >  s ,  is  defined  by  sn  equation  of 
the  same  form  as  (3)  but  with  C  replaced  by     C(l  -  k).     Since     '  'ler  symbols 

remain  unchanged  it  follows  that  ng/C  must  be  equal  for  both  of  these  equations. 
Hence: 

2  2 

^^^  1~T     "ni  -  iTh^   "n+l  1-T  n-s-l  "' 

vjhera  u     =     (li-s)."^. 

Actually  it  is  in-possible  to  solve  equation  (4)  for  s  explicitly. 
As  noted  above  Terbor-gh  graphed  the  values  for  s  assuming  that  i  is  10%  and 

allowing  n  to  vaxy^      Table  Ij  which  tabulates  the  values  of  s   corraspc...-..-  ^ 

to  a  fairly  broad  range  of  values  for  i  arid  n,  provides  a  mors  secure 

10 
more  complete  picture  of  the  numerical  relatiaiships. 


S 

The  right -hand  side  of  equation  (2)  is  an  arithmetic-geometric  series  which 
can  be  suamed  by  employing  the  usual  formulae  found  in  text-bcoks  on  algebra, 

10 

See  Terborgh's  New  Invastment  Incentives  <,   chart  1,  p.    ^, 
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Table  1  shows  that  no  matter  what  ths  prs-investment  credit  rats- 
of~r3tum  (i)  is  the  pcst-investnient  credit  rate  -of-retum  (s)  is  always 
greater  but  never  by  more  than  three  or  four  percentage  points.     The  greatest 
impact  of  the  credit  is  for  assets  with   lives  of  eight  years.      The  row  for 
M  =  8  is  a  row  of  maKima^      Typical  maximuni  changes  are: 

if  i     =     10%  the  tnaximum  value  of  s  is   11.7%, 

if  i     =     15%  the  maximum  value  of  s  is  17.01%, 

if  i     =     25%  the  maxiraura  value  of  s  is  27,6'*%. 
^®"*^  £Si2Ji^  changes  are  of  ths  order  of  17%,  13. U%  and  10.5%.      Tnus  the 
relative  impact  of  the  invss-onsnt  credit  decreases  not  only  with  tha  assex-s 
age   (beyond  eight  years,  for  a  given   x,  s  falls  rapidly  at  first  with 
increasing  n  but  decreases  very  gradually  after  n  =  15)  but  also  with  re 
to  pre-credit  profitability »      Ihe  credit  makes  the  less  profitable  projects 
look  relatively  more  profitable. 

In  these  r-elative  terms  the  effect  of  the  investment  credit  looks 

11 
very  impressive  and  it  was  this  way       of  looJcing  at  its  effect  which  led 

Terborgh  to  conclude  that  "the  present  credit  effects  a  substantial   :' 

12 
nient  in  the  aftsr-tax  return".  Tneoreticaliy  it  is  true  that  projects   .  


are  marginal  (cost -of -capital  equals  i)  without  the  benefit  of  the  investment 
credit  will  be  accepted  if  the  credit  is  applied »        since  s  is  a3.ways  greater 
than  i.      It  does  not  seem  likely  that  projects  not  acceptable  (by   coraparing 


li 

Ibidc  J  p.   <^5   "in  the  important  10-15  year  zone  ths  return  is  raised  fro,;;   „. 
percent  to  an  average  of  around  11, ij  percent.      In  other  words 5  the  return  itself 
goes  up  by  l^f  percent," 

12 

Ibid.  3  p.U-. 


■■— "'*'—^-"- 
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i  with  the  cost-of-capital)  would  in  practice  becorae  acceptable   as   a  result 
of  comparing  s  with  the  cost~of- capital,  especially  if  the  uncertainties  in 
both  s  and  the  cost-of-capital  are  considesned.     In  brief  the  investment 
credit,  in  so  far  as  it  affects  rate-of-retum  computations,  does  not  seeta 
to  be  particularly  influential. 

It  is  interesting  to  consider  whether  these  conclusions  are  at 
all  sensitive  to  the  assumptiranis  made  by  Terborgh.     The  restricticns  on  the 
time  shape  of  the  earnings  stream,  R<t),  is  probably  the  most  interesting  one 
to  esamine.     Several  projects  for  which  R(t)  varied  sharply  from  the  assui«ptic?i 
of  linearly  decreasing  flows  were  constructed  and  the  actual  rates-of-retum 
for  them  with  and  without  the  application  of  the  investment  credit  coniputed. 
The  relevant  data  ere  sumTnarizad  in  Table  2  and  the  results  in  Table  3. 
cash  flows  of  Table  2  are  yea3?-end  rnagi'situdes.      Actually  5  for  simplicity  in 
calculation,  they  are  post-tax  cash  flows.     Since  the  objective,  here  is  to 
consider  flows  which  deviate  from  the  assueipticr.  specified  by  equation   (1) 
it  makes  no  diffcysnc*  whether  the  lirtoarity  is  violated  in  pre-tax  flc^-s 
(R(t))  or  in  tenns  such  as  (l~T)R(t)  r  2TC(n-t-M)/Cn(n+l)3,  the  after-tax 
cash  flow  in  period  t  of  the  pre-tax  earnings  ^(t),  assuming  SOYD  depreciation., 
A  brief  glance  at  the  time  shape  of  the  cash  flows  of  these  projects  indicates 
considerable  variation  from  linearity. 

Table  3  shws  three  different  rates-of-retum  computed  from  the 
basic  data  of  Table  2.     First  the  actual  rate-of-retum  on  the  px-ojects 
(as  specified  in  Table  2)  and  without  applying  the  investment  credit  (i). 
Three  of  these  projects  have  been  standardized  at  the  rate  employed  by 
Terborgh,  10%;  project  D,  however 9  has  a  15%  rate-of-retum.     The 
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TABIi:  3 


PROJECT* 


3 
C 
D 


LIFE  (n) 


8 
6 


RATE  -  OF  -  RETOPii 


•arw».a»ia.»» ■*Tig-.T«gv:g3ia     li  awf  P>i -^i igr ■^ir—  ■ 


WITHOUT  CREDIT  (i) 


10,00 
iO,00 
10.00 
15,00 


V^ITH  CREDIT 


ACTUAL  (s'> 


11,30 
11.23 
10.75 

16.63 


TABULATED  (s) 


11.70 
11.70 
10.78 
16.50 


"•See  description  of  projects  Table  2, 
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application  of  the  investment  credit,  of  course,  to  each  of  the  four 
projects  gives  an  increased  rate-of-return ,  s' .     Considerable  relative 
variation  between  s'   and  i  exists;  for  example,  a  13%  inci^ease  for  A,  and 
a  7-1/2%  increase  for  C.     Finally »  the  rate-of-retum  s  is  listed  (from 
Table  1)  for  each  project.     As  noted  above  a  value  for  s  can  be  assigned 
to  each  project  if  the  life  (n)  and  the  pre-credit  rate-of-x<etum   (i)  ai-e 
knovjn  and  the  cash  fla/i  is  assumed  to  decrease  linearly  with  time. 

Despite  the  considerable  deviation  from  the  linearity  assumptico 
there  is  considerable  agreement  between  the  values  for  s  and  s'.     Thus  the 
apparently  limiting  assumption  built  into  Terborgh's  formulae  does  not  seem 
to  be  too  important.     So  long  as  the  pre-credit  rate-of -return   (i)  is  known 
the  actual  rate  with  the  credit  is  at  roost  only  one  or  tvjo  percentage  points 
above  the  pre-crsdit  rate  and  vary  little  different  frora  the  theoretical 
values  of  the  post-credit  rate  with  the  lineari'ty  assumption  included. 
While  s  and  s'   are  of  necessity  greater  than  i,  s'   may  be  greater  or  smaller 
than  s  depending  on  the  nature  of  the  deviation  of  the  flows  from  the 
linear  assumption. 


1  o 

The  payback  period  (p)  of  aii  investment  is  defined       by  the  follow- 


ing equation : 


There  ere  .nnts  of  the  payback  criterion,     Tnei  one  used  here  is  the 

nurabar  of  yeax-s  red  to  equate  after-taK  cash  flews  to  the  initial   cos;:  = 


1!A- 


(l-TV^    R(t)     +     7C^  dCt.  n)     =     C 


(5) 

t=l  t=l 


where  T.  C,  and  R(t)  are  as  defined  above  snd  d(t ,  rs)  is  the  deprsciaticn » 
PS^,A5.^2SS~9^..A'^5^<^J^^3.     base  ^  in  period  t  for  an  n-year  investisento      If 
this  asset  enjoyed  the  benefits  of  the  investrivsnt  credit  its  payback  period 
would  be  q  as  defined  by  equation  (S): 


(5) 


(l"Tj/^__^R(t)     T     TC(i-k)X    d(t,  n)     =     C(l-k). 

t=l  t=l 
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:i-ic)/   d(t,  n] 


What  is  the  relationship  beti^een  p  and  q?     In  generaJ    this  is  a 
difficult  question  to  ansKer.      A  partial  answer  may  be  had  as  follows: 
e lira in at in g  the  variable  C  between  equations  (5)  and  (6)  the  following 
relationship  is  found: 

q  .,^—  P  p 

^''>  /C-jR<"-  :i-k)(l~?ZLjd(t,  n))   (^R{t))/<l-?^,d(t,  n)) 

For  the  simple  case  of  straight  line  depreciation  and  constant  earsiings  (R) 
the  post-credit  payback  reay  be  exps^ssed  in  terms  of  the  pre-credit  payback 
thus : 

(8)  q     =     np{i-.k)/<n-Tkp) 


VvcfT,  squation  (8)  it  follows       that  the  larger  the  irsvestmsnt      ^J^ 
credit  (k)  the  taors  impact  5.t  has,  that  isj  the  shorter  the  iie^r  payback 
period  (q),      the  stimulant  k  will  also  be  more  effective  with  respect  to 
longer  lived  assets  csnd  less  effective  for  those  having  high  prs-credit 
payback  periods.     For  example,  a  five  year  asset  which  has  a  payback  period 
of  «i  years  before  the  investroerjt  credit  <p)  would  have  its  payback  period 
reduced  to  3.9U  years  Cq).      A  10  year  asset  for  which  p  equalled  5  years  has 
a  q-value  of  4.74  years.     These  examples,  though  not  definitive j  tend  to 
support  the  conclusions  reached  in  the  eeiriier  discitssion  on  the  rate-of- 
retum,,  narosly.^  that  the  investment  credit  is  not  particularly  effective 
in  so  far  as  it  reacts  upon  the  criterion  jtieasuring  the  invaslTnents  worth , 
in  this  casOj  the  payback  period. 
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For  meaningful  values  of  the  variables  (n^  ?>•  u)    ^^l  S^^  snd    ^q/c   '^- 
3re  negative;    ^./<^  P  is  positive. 


INVESTMENT  CREDIT  PROVISIONS 

The  details  concerning  the  msthcxl  of  calculating  the  investment 
credit  and  the  ccajditions  in  which  it  is  applicable  are  not  particularly 
complicated.     Section  Two  of  the  Revenue  Act  of  1962  is  the  basic  source 
which  the  interested  reader  should  consult,      A  useful  summary  of  the 

r-sasOTJS  advocated  for  the  introduction  of  the  investment  credit  is  provided 

15 
by  Secretary  of  the  Treasury ,  Douglas   Dillon, 

The  essential  provisicsis  of  the  investment  credit  are  that  the 

ci^sdit  varies  vdth  the  life  of  the  investment  and  that  the  amount  of  the 

credit  is  deducted  from  the  asset's  depreciable  base.     The  purchase  of  a 

$1,000  piece  of  equiproent  v?hich  has  a  iO  year  life  yields  a  tax  credit   of 

$70  which  is  deducted  froro  the  corporation's  tajc  liability.      Assuming  a 

ssro  salvage  value  the  amount  vjhich  the  corporation  may  then  depreciate  is 

$930 »      Thus  the  investment  credit  involves  a  positive  factor — the  r-eduction 

of  taxes  (not  quite  iinn>adiataly)  when  the  asset  is  purchased;  and  a  negative 

ct^ponent — the  loss  of  depreciable  base  (tax  shield)  spread  over  tirae^ 

Intuitively  it  is    cif/ious  that  the  net  effect  of  these  two  factors  is 

positive^     If  C  is  the  cost-of'-the  asset  and  k  the  credit  then  kC  ;■ 

oain  and  TkC  the  imdisccunted  loss-  where  T  is  the  tax- rate,      Cleeirly  tht 
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Hearings  before  the  Cotpxaitt^e  on  Finaicej  April  2,  1952  8  Part  1  pp,    79-87 ^ 
Technical  details  supporting  his   argument  may  be  found  in  pp..   108-1^^4. 
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discounted  effect   requires  further  assumptions  concerning  the  depr>eciatioTs 
schedules  etCo 

The  law  pi>ovidss  the  following  schedule  for  k: 
for  lives  of  6  or  7  years  k  is  2/3  of  .O?, 
for  lives  of  4  or  5  years  k  is  1/3  of  ,07^ 
Assets  having  lives  of  less  than  U  year-s  receive  no  credit;  those  having 
lives  of  8  or  mora  years  receive  the  full  7%  credit   .     This  schedule,  however, 
is  not  applicable  to  public  utilities. 

Where  the  new  asset  is  acquired  and  at  the  same  tine  an  old  one 
one  traded- in  the  credit  is  applied  to  the  net  investment.      Clearly  the 
credit  in  any  given  year  cannot  exeeed  the  tax-liability  for  that  year. 
Carry-back  and  carry-forward  provisions  to  the  extent  of  three  and  five 
years  respectively  are  svailatjle  to  the  corporaticsi  so  that  it  can  exercise 
the  availability  of  the  credit.     Another  restriction  is  that  if  the  tax 
credit  exceeds  $25,000  the  corporation  can  receive  only  $25sOOO  plus  25% 
of  the  ejccesE.      The  balance  of  the  credit  is,  however,  available  through 
the  carry-forij'ard/cai-'ry-back  provisions  noted  above. 
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